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0001 

CHIEF DIRECTOR: Local Govemment 

GENERAL MANAGER: Financial Management 

MANAGER: Municipal Finance 

Attention: Mr. J. Hattingh 

Dear Sir, 


MTHONJANENI MUNICIPALITY; ANNUAL REPORT 2007/08 

Please fmd enclosed the Annual Report for 2007/08 submitted in terms 
ofthe MFMA132(1)&(2). 

I trust all is in order 


Yours faithfully 



Jncorporating Melmoth Transitional Local Council 







Mr FA Els 

The Accounting Officer 

Mthonjaneni Municipality 

P 0 Box 11 

Melmoth 

3835 


28 November 2008 


Dear Sir 



L 11'' ’ 

Reference; 21243REG07/08 


Report of the Auditor-General on the financial statements and performance information 
of Mthonjaneni Municipallty for the year ended 30 June 2008 

The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004) read in conjunction with section 188 of 
the Constitution of the Republic of South Africa, 1996 and section 121(3) of the Municipai 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). 

in terms of sections 121(3) and 127(2) of the MFMA municipalities have to indude the audit 
report in the municipality’s annual report for tabling within seven months after the end of the 
financiai year, 

Until tabied as required by section 127(2) the report is not a public document and should 
therefore be treated as confidential. 

As your municipality will be responsible for publishing the attached audit report as part of the 
annual report, you are required to do the foliowing: 

• Submit the fina! printer’s proof of the annual report (which includes the audit report) to 
the relevant audit manager of the Auditor-General for verification of the audit-related 
references before it is printed or copied. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as weii as the place and date of signing and 
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the Auditor-General's logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic 
format. 

Please notify the undersigned well in advance of the date on which the audit report. or the 
annual report containing this audit report, will be tabled at the municipality.’’ 

Your cooperation to ensure that all these requirements are met would be much appreciated. 


Kindly acknowledge receipt of this letter. 


YoLirs sincerely 


Signed 



>enior Manager: KZN7 


Enquiries; Barry van der Merwe 

TeiepLione; (033) 264 7615 

Fax: (033) 264 7596 

Email: barryvdm@agsa.co.za 



A U D 


T O R 


G E N E R A L 


Mr FA Els 

The Accounting Officer 

Mthonjaneni Municipality 

PO Box 1 1 

Melmoth 

3835 

25 November 2008 
Reference: 21243REG07/08 
Dear Sir 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 
INFORMATION OF THE MTHONJANENI MUNICIPALITY FOR THE YEAR ENDED 
30 JUNE 2008 

INTRODUCTION 

1 . We have completed the audit of the financial statements of the Mthonjaneni Municipality for the 
year ended 30 June 2008. This management report is provided to the accounting officer and 
communicates any matters that came to our attention during the audit which, in our opinion, are 
relevant to the municipality. 


AUDITOR’S RESPONSIBILITY 

2. Our responsibility is to express an opinion on the financiat statements and to report on findings 
related to our review of performance information. 

3. Our audit was conducted in accordance with the tnternational Standards on Auditing read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. 

4. The auditing standards require us to plan and perform the audit as well as to obtain all the 
information and explanations that we consider necessary in order to obtain reasonable 
assurance that the financial statements are free of material misstatements, whether caused by 
fraud or error. This involves performing procedures to obtain assurance aboutthe amounts and 
disclosures in the financial statements. 


5, The procedures selected depend on our judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. in making 
those risk assessments we consider the internal controls relevant to the preparation and 
presentation of the financial statements. Our audit also includes evaluating the appropriateness 
of the accounting policies and the reasonableness of the accounting estimates made by 
management, as well as the overai! presentation of the financial statements. 

6. We do not examine every transaction, nor do we guarantee complete accuracy of the financial 
statements or performance information, or compliance with all applicable legislation. Because 
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of the test nature and other inherent limitations of an audit, together with the inherent limitations 
! of any information and internal contro! systems, there is an unavoidable risk that some, even 
’■ inaterial, misstatements might remain undiscovered. 

7. In addition to our responsibility to express an opinion on the financial statements, we have also 
performed procedures of an audit nature to obtain evidence about the performance information 
and related systems, processes and procedures. The procedures selected depend on our 
judgement. 

8. Our audit report arising from the annual audlt will also contain an elaboration on non- 
compliance with any applicable legisiation relating to financial matters, financial management 
and other related matters, 

9. !n addition, we wil! read other information accompanying the financial statements to determine 
whether there are material inconsistencies between the audited financiai statements and the 
other information. 

RESPONSIBILITY OF THE ACCOUNTING OFFICER 

10. The responsibiiity for the preparation of statements that fairly present the financial position, 
financial performance and cash fiows of the municipality in accordance with the applicable 
basis of accounting is that of the accounting officer. Our audit report will explaln that the 
accounting officer is responsible for the fair presentation of the financial statements in 
accordance with the applicable financial reporting framework. This responsibility includes: 

• designing, implementing and maintaining internal controls relevant to the preparation of 
financial statements that are free from misstatement, whether due to fraud or error 

• selecting and appiying appropriate accounting policies 

• making accounting estimates that are appropriate in the circumstances. 

11. In addition, the accounting officer is responsible for ensuring, through oversight of 
management, that the municipality establishes and maintains internal controt to provide 
reasonable assurance with regard to the effectiveness and efficiency of operations and 
compliance with applicable legislation. The systems of financial and risk management and 
interna! control shouid provide reasonable assurance that adopted policies and prescribed 
procedures are adhered to for the prevention and detection of errors and irregularities, 
including fraud and illegal acts. They should atso provide for the regular monitoring of 
performance against objectives, and ensure that waste is minimised and business is conducted 
with due regard to probity. 

12. The financial statements, maintenance of effective control measures and comptiance with any 
applicable legislation are the responsibility of the accounting officer. 

13. Furthermore it is the responsibility of the accounting officer/authority to provide us with: 

• alt information, such as records and documentation, and other matters that are reievant to 
the preparation and presentation of the financial statements 

• any additional documentation that we may request from management and, where 
appropriate, those charged with governance 

• unrestricted access to those within the entity from whom we determine it necessary to 
obtain audit evidence. 

14. The accounting officer also has specific responsibilities as legislated in the Local Government: 
Municipal Finance Management Act, 2003 {Act No. 56 of 2003 (MFMA) to report information 
related to performance against predetermined objectives. 
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SIGNIFICANT FINDINGS FROM THE AUDIT 
Non-compliance wlth applicable legislation 

1 5. The following instances of non-compliance has been noted: 

Municipal FinanceManagementAct 

• Lack of an internal audit function as required by section 1 65 of the MFMA. 

Local Government; Municipal Systems Act 

• Counciliors did not fully disciose interests as required by Section 5 of Schedule 1 of the 
Local Government: Municipa! Systems Act, 2000 {Act No. 32 of 2000). 

Matters of governance 


16. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internai control. Fundamental to achieving this is the implementation 
of certain key governance responsibilities, which I have assessed as follows; 



Matter of governance 

Yes 

No 


Audit committee 



1(a) 

The municipality had an audit committee 
in operation throughout the financial 
year. 



1(b) 

The audit committee operates in 
accordance with approved written terms 
of reference. 

✓ 


1(0 

The audit committee substantiaiiy 
fulfilled its responsibilities for the year, 
as set out in section 166(2) of the 
MFMA. 




Internal audit 



2(a) 

The municipaiity had an internal audit 
function in operation throughout the 
financial year. 



2(b) 

The internai audit function operates in 
terms of an approved internal audlt plan. 


✓ 

2(0 

The internal audit function substantially 
futfilled its responsibilities for the year, 
as set out in [Treasury Regulation 
3.2/27.2]/[section 165(2) of the MFMA], 




Other matters of gpvernance 



3 

The annual financial statements were 
submitted for audit as per the legislated 
deadlines laid down in section 126 of the 
MFMA. 



4 

The financial statements submitted for 
audit were not subject to any material 
amendments resulting from the audit. 



5 

No significant difficulties were 

experienced during the audit concerning 
delays or the unavailability of expected 
information and/or the unavailability of 
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Matter of governance 

Yes 

No 


senior management. 



6 

The prior year's external audit 
recommendations have been 

substantially implemented. 



7 

There are documented poiicies and 
procedures and control systems to 
ensure the reliability of financial 
reporting. 



8 

There are documented policies and 
procedures and control systems to 
ensure compiiance with applicabie laws 
and reguiations. 



9 

The information systems were 

appropriate to facilitate the preparation 
of financial statements that are free from 
material misstatement. 



10 

Delegations of responsibilities are in 
place. 



11 

Supply chain management policies and 
procedures were appropriately applied. 

✓ 


12 

There is a functloning performance 
management system. 

✓ 


13 

Based on the available information, 
performance bonuses are oniy paid after 
proper assessment and approval by 
those charged with governance. 



14 

The annual report was submitted to the 
auditor for consideration prior to the date 
of the auditor’s report. 




implementation of Standards of 
Generally Recognosed Accounting 
Practice 



15 

The municipaiity submitted an 
implementation plan, detailing progress 
towards full compliance with GRAP, to 
the National Treasury and relevant 
Provinciai Treasury before 30 October 
2007 


/ 

16 

The municipallty substantially complled 
with the implementation plan it submitted 
to the National Treasury and the relevant 
Provincial Treasury before 30 October 
2007, detaiiing its progress towards/ull 
compliance with GRAP. 


/ 

17 

The municipality submitted an 

implementation plan, detailing further 
progress towards full compliance with 
GRAP, to the National Treasury and the 
relevant Provincial Treasury before 31 
March 2008 


/ 


Misstatements in the financial statements submitted for audlt on 30 August 2008 

Material misstatements corrected that were not initially identified by the entity’s control systems 
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17. The financial statements, approved by the accounting officer and submitted for audit on 
30 August 2008, have been revised in respect of the following misstatement identified during 

i the audit. 

• Provision for leave recorded at R 428 273 was adjusted to R146 530. 

Performance information 

18. Performance measurements were not subject to internal audit evaluation as required by 
section 165(2){b)(v) of the MFMA. 

RATINGS OF DETAILED AUDIT FINDINGS 

19. For the purposes of this report, the detailed audit findings included in annexure A and B have 
been classified as follows: 

• Matters to be included in the audit report 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that couid adversely affect the entity’s ability to 
initiate, record, process and report financia! data conslstent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting, Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 

APPRECIATION 

20. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Mthonjaneni Municipality during the audit. 


Yours sincerely 


JMmj- 


Business Executive [KZN] 


Enquiries: 

Telephone: 

Fax: 

Email: 


R Lutchman 
(031)264 7616 
(033) 264 7596 
rlutchman@agsa.co.za 


Distribution: 

AO 

CFO 

Audit committee chair 
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NNEXURE B . 

Fraud prevention plan Control Control environment 

Disclosure of interest Compliance Control activities 

















ANNEXURE A 

‘ MATTERS AFFECTING THE AUDIT REPORT 
1. Internal audit 
Audit flnding 

In terms of section 165 of the MFMA, the municipality should establish an internal audit 
function from 1 July 2007 for the 2007/08 financial year. 


Root cause 

Non compliance with section 165 of MFMA 

Risk 

In the absence of an interna! audit evaluation, weaknesses in controls would not be detected 
timeously. 

Recommendation 

Management should urgently address this important function 

Management comments 


Although Section 165 of MFMA requires an internal audit unit, such a post has to compete with 
other legislated post requirements such as for example quaiified electrical engineer, town 
planner, environmental health officer, etc. Smaller local authorities have limited budgets and 
cannot afford to employ all the legisiated post. Prioritization of posts therefore need to be done 
and ultimately the budget determines which posts are to be filled. This is a dilemma faced by 
many local authorities, especially the smaller ones. 

This Municipality will however utilize grant funding to appoint internal auditors on a contract 
basis to undertake internal audits. The problem with this however is that when grant funding 
dries up we would face the same budget constraints in appointing critical posts. 

Auditor’s response 

Management comments have been noted. This matter will be considered for the audit report.. 
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2. Performance information 
i iUdlt finding 

In terms of section 165 {2)(b)(v) of the MFMA, it is a requirement that the internal audit unit of a 
municipality must advise the accounting officer and report to the audit committee on matters 
relating to performance management. 

During the audit of performance information, it was noted that although quarterly repofting on 
performance information was made by management to the performance audit committee, this 
information was not subject to any internal audit. 

Root cause 

Non compliance with section 165 (2)(b)(v) of the MFMA 

Risk 

Performance information is not evaluated by internal audit 


Recommendation 


The municipality should include performance management as part of the scope of work to 
internal audit 

Management comments 

Although Section 165 of MFMA requires an internal audit unit, such a post has to compete with 
other legislated post requirements such as for example qualified electrical engineer, town 
planner, environmental health officer, etc. Smailer local authohties have limited budgets and 
cannot afford to employ all the legislated post. Prioritization of posts therefore need to be done 
and ultimately the budget determines which posts are to be filled. This is a dilemma faced by 
many loca! authorities, especially the smaller ones. 


This Municipality will however utilize grant funding to appoint internal auditors on a contract 
basis to undertake internal audits. The problem with this however is that when grant funding 
dries up we would face the same budget constraints in appointing critical posts. 

Auditor’s response 

Management comment is noted. This matter will be considered for the audit report. 
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ANNEXURE B 


^ OTHER IMPORTANT MATTERS 
1. Fraud prevention plan 
Audit finding 

During the audit, it was noted that the nnunicipality did not have a fraud prevention plan in 
place for the year under review. This issue was raised in the 2006/2007 financial year and 
management responded that it would be investigated and compiied during the 2007/2008 
financial year however this has not occurred. 

Root cause 

No fraud prevention plan. 

Risk 

Fraud may not be timely prevented or detected at the municipality. 

Reconfimendatlon 

It is recommended that a fraud prevention plan be prepared considering an integrated fraud 
policy, responsibility structures, fraud and corruption risk assessment, employee and 
counoilors awareness, fraud and corruption reporting systems, detection systems, external 
notification, investigation standards, conduct and disciplinary standards. 


Management comment 

Section 62(1) requires that a municipality maintains effective, efficient and transparent systems 
of financial management and internal control. It does not specifically state that a fraud 
prevention plan should be implemented. 

Various effective and efficient systems have been put in place by the Accounting Officer to 
ensure proper financial and risk management on a daily basis which complies with the 
requirements of Section 62(1). 

A fraud prevention plan wilt however be implemented during the course of the present financial 
year. 

Auditor’s response 

Management comments have been noted. This matter wili be followed up at next audit. 
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2. Dlsclosure of interest 
Audit finding 

In terms of Section 5 of Schedule 1 of the Locai Government: Municipai Systems Act, 2000 
(Act No. 32 of 2000) a councilior must disclose to the municipal council, or to any committee of 
which that councillor is a member, any direct or indirect persona! or private business interest 
that that councillor, or any spouse, partner or business associate of that councillor may have in 
any matter before the council or the committee; and withdraw from the proceedings of the 
counci! or committee when that matter is considered by the council or committee, unless the 
councii or committee decides that the councillor’s direct or indirect interest in the matter is 
trivial or irrelevant. 

As per Appendix A, attached is a list of councilors that did not comply with the above 
requirements whereby councillors did not declare their interest, however the Cipro search 
indicated that they have business interests. 

Root cause 

Inadequate monitoring over the declaration of interest. 

Rlsk 

Councillors that have business interests in an entity could be involved in the proceedings of the 
council where the matter relating to the entity is discussed. 

If the interests as identified above lead to transactions between the entities and the 
municipality, it could be to the detriment of the municipality. 

Recommendation 

Management should determine the financial effect, should there have been any 
transactions between the entity and the municipality and this office should be provided with 
evidence of corrective action taken. 

Controls should be in place to identify any non-compliance to the Act. 

Management comments 

No transactions between the council and the entities were entered into where councillors were 
involved. 

Auditor’s response 

Management comment is noted. This matter wili be considered for the audit report. 
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Appendix A 

Councillors that did not declare thelr interest, howeverthe Cipro search indjcated thatthey have buslness interests, as foliows; 
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